
DEPARTMENT OF HEALTH AND HUMAN SERVICES 
OFFICE OF AUDIT SERVICES 

231NORTH MICHIGAN AVENUE 
CHICAGO. I L L I N O I S6 0 6 0 1  

September 4, 2 0 0 2  

Common Itlentification Knmber ,4-05-02-00048 

Mr. Don A. Gilbcrt 
 
Colllmissloner 
 
Texas Ilealth and I Inn ian  Services Commission 
 
P.O. Box 13247 
 
.4ustin, Tex;ts 7871 1-3247 
 

Deal- Mr. Gilbeit: 

Enclosed are two copies of the U.S. Department of Health and Human Services (IIHS), 
Office of Inspector General, Office of Audit Services' (OAS) repoit entitled "Audit of 
Medicaid Payments for Oxygen Related Durable Medical Equipment and Supplies" for 
the period January I ,  1098 through December 3 1, 2000. A copy of  this report will be 
forwarded to the action official noted below for his review and any action deemed 
necessary. 
 

Final determination as to actions taken on all matters reported will be made by the HHS 
action official named below. W e  requcst that you respond to the HHS action official 
within 30 days fi.oiii the date of this  letter. Your response should present any comments 
or additional infot-mation that you belie\;e may have a bearing on the final determination. 

In accordance with the pi-inciples of the Freedom of  Ini'ol-mation Act ( 5  U.S.C. 552, as 
ainended by Pnblic Law 104-23 I),OIG, OAS repoi-ts issued to the Department's grantees 
and contractors are made available to members of the press and general public to the 
extent information contained therein is not subject to exemptions in  the Act which the 
Depmtment chooses to exercise. (See 45 C'FK Part 5 . )  

To f'acilitate identification, please refer to Common Identification Nunibel 
A-05-02-00048 in all cort-cspondencc relating to this report 

Sincerely, 

Paul S\\,;lnson 
Regional Inspector General 

for Audit Services 

Enclosures - as stated 

Direct Reply to HHS Action Official: 
Associate Regional Administi-ator 
Centel-s for Medicare and Medicaid Services. Region \'I 
Division of Medicaid and State Operations 
I30 I Young Stl-ect 
lhl las .  Texas 75202 
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DEPARTMENTOF HEALTH AND HUMAN SERVICES 
OFFICE OF AUDIT SERVICES 

233 NORTH MICHIGAN AVENUE 
CHICAGO ILLINOIS 60601 

September 4, 2002 

Common Identification Numbel- A-05-02-00048 

Mr. Dori A .  Gilbert 
 
Coiiiinissioner 
 
Texas Health and Human Ser\.ices Commission 
 
I'.O. Box 13237 
 
Austin. Texas 7x71 1-3247 
 

Deal- Mr. Gilbeit: 

l'his final report presents tlie results of out-Audit of Medicaid I'aymcnts foi-Oxygen 
Related Dutable Medical Equipment (DME)and Supplies. The objective of our review 
was to detet-mine if the Tesas Medicaid program was reirnbursing providers amounts in 
excess of State Medicare limits for DME and supplies ttsed to provide oxygen. Based on 
our review of payments for Medicaid DME and supply claims, with dates of service 
during oiii-audit period of January I ,  1908 through Decciiibcr 3 I ,  2000, we found that the 
Medicaid program was overcharged approximately $3.2 million due to escessive 
Medicaid reimbursement rates. 

We determined that providers received reimbursement for DME and supplies at rates that 
csceeded the amount necessary to enlist the participation of an adequate number of 
vendors. The higher rcinibursenients occurrcd because the State agency set the 
reiiiibut-sement limits for these items above tlie dollar amount allowed fol-similar items 
nndet the Medical-c progmiii. 

We at-e I-econimrnding that tlie State refund $3, I8 1,5 18 (Federal share $ 1,969,703) fix 
excessive Medicaid reimbttt-scments to providers and l imi t  the maximum allowable price 
for DME and supplies to amounts e ipal  to o r  less than the Medicare allowable amount 
for the siunc items. 

In a Lvritten response dated July 22. 2002, a State agency official gcnerally concurred with 
o n r  tccommendations. The response is summarired in  tlie body of th is  report and is 
includctl in its entirety as an Appendix to this report. 

BACKGROUND 

The Medicaid program is jointly adrninistered by the Federal government, through the 
Centers for Medicare and Medicaid Services (CMS), and by the States, through their 
designated State agency. W i t h i n  broad gitidelincs established by Fedet-al statutes, 
regulations and policies, each state detei-mines the type, amount, and scope of services 
and sets payment rates for services. 
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The CMS also administers the Medicare program, which generally provides inedical care 
for the elderly. The CMS prepares a fee schedule for DME, prosthetics, orthotics, and 
supplies provided under the Medicare program. The fee schedule is updated, annually 
and as needed, by a regional carrier responsible for a specific geographic area. The fee 
schedule is segregated by CMS Common Procedure Coding System (HCPCS) numbers. 
Ciroirps of HCPC’S nunibers are associated with specific categories of services. The 
Oxygen category contains 18 specific HCPCS numbers. 

The Texas Medicaid State Plan provides that the single state agency or its designee make 
direct vendoi-payiuents to providers of durable medical eqtiipiuciit participating i n  the 
Medicaid program. Participating providers are reimbursed within the limits of the 
maximum allowable fee schedule established by tlie single state agency or its designee. 
The masimum allowable fee schedule for durable medical equipment is based oil  tlie 
lesser of the following: ( i )  the billed amount: or (ii) the Medicare fee schedule. as defined 
in subpardgraph (B) (ii)  of this paragraph; or (111) the durable medical equipment 
acquisition fee, as defined in subparagraph (�3) (iii) of this paragraph; 01-(iv) if no 
discount is provided: the actual cost to the dealer plus twcnty-five percent. 

OBJECTIVE. SCOPE AND METHODOLOCI 

Our audit a a s  conducted in accordance with generally accepted govcrtiinent auditing 
standards. The objective of our review \vas to detenniiie if the Texas Medicaid program 
I-einiburscd providers i n  excess of‘ State Medicare limits for DME and supplies used to 
provide oxygen. Our audit covered payments for DME atid supply claims with dates of 
service during our 3-year audit period of Januai-y I ,  1998 through December 31, 2000 and 
included 156,036 paid claims totaling S17,620,170. The review ofpayments did not 
include claims for Januaiy 1998, because the database system only stores a rolling four-
year cycle. 

As part of our review. we obtained an Linderstandiiig of the internal control structure 
relative to the payment of claims for items of DME and supplies. Holvever, the objective 
of tlie audit did not require an assessment of these internal controls. 

To riccomplish our objective, Lve: 

Identified the codes used to claim reimbursement for oxygen related DME and 
supplies provided to Texas Medicaid recipients, 

Obtained the Texas Medicare and Medicaid payment limits for oxygen related DME 
and supplies, 

Obtaiiied Medicaid claims data for all HCPCS numbers identified as oxygen related 
DME and supplies under the Medicare fee schedule, and 

0 
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Calculated the potential findings associated with limiting the Medicaid payment 
amount to the applicable Medicare paqmient limit. 

We perfoi-mcd our audit woi-k at the Texas Health and Human Senices  Commission 
offices in Austin. Texas, aiid at our Columbus, Ohio office during February through May 
2002. 


FINDINGS AND RECOR1MEKD.ATIONS 

The Medicaid program xvas overcharged S3: I 8  1 , j  18 (Federal share $1 >969,704)during 
the 3-year audit period Lvhen oxygen related DME and supplies were reimbursed at levels 
in excess of Medicare payment limits. 

Changes to the Medicare fee schedules under the Balanced Budget Act of 1997 
substantially reduced the payment levels for numerous Medicare items. The Act stated 
that for 1998, the national payment limit for oxygen and oxygen equipment is the 1997 
limit reduced by 25 percent. The payiient limit for 1999 and each subsequent year is the 
19'97 limit reduced by 30 pcrcent. The State did not implement con-espondingreductions 
to the Medicaid fee screens established for oxygen related equipment aiid supplies. 

The State hfedicaid Supply List contained payment data on all 1 S HCPCSnumbers 
classified by CMS as oxygen related equipment and supplies under the Medicare fee 
schedule. We deteimiiied that Medicaid reimbursements for 16 of the  18 oxygen related 
HCPCS numbers exceeded the associated amounts allowable under the Medicare 
paqinent limits. The foliowinl: schedule provides yearly dcrail by I-ICPCS numbers of the 
Medicare fee schedule amount, the number of  payments cxceeding Medicare amount. and 
the associated Medicaid payniciits over the Medicare fee schedule amounts. 

2000 i~04?_4-- Stationary compresssd gas 02 __ 228.80 729 50.033 
1993 E0431 Portable ~aseous02 i 33.53 10,040 148,701 
1999 �0431 Portable gaseous02 35.97 21,263 367,623

1 2000 E0431 Portable gaseous 02 35.97 26,776 462,249 

C l C 9 2 8  E0434 Portable liquid 02 ._. 38.53 ' - 714 , 10,266 
1999 �0434 Portable liquid 02 35.97 ~ 1.152 i 19,335-
2000 E0434 'Portable-02 35.97 1.392 I 23.525 ' 

~ 

1 1998 lE0439 Stailonary liquid 02 2 4 5 . 1 d  608 a 
1 9 9 9  'E0439 istatiolary lbquid 02 226.80 1,324 I 92.373 ~ 

2000 :E0439 IStationary liquid 02 228.80 1.559 1 1 0 9 3 9 4  
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1998 lE0442 __ ioxyqen contents liq perlunit ! 170.66 I 2 
1998 lE0443 

i 1999 !E@443 
2000 lE0443 

~ 1998 lE0444 
2000 lE0444 
1998 j ~ i 4 0 0  

1999 IE14g~._-
2000 !E l400 

~ 1999 lE1401 

:Pod 02 contenrs gas imt  19.52 i 118 
,Port 02 cvntents gaslunit 18.20 , 84 
iPod 02 contents gaslunit 18.20 ~ 23 
/pod 02 contents Iiqluntt 19.52 I 2 
j ~ o r t02 cvntents Iiqiunit 18.20 1 3 
;oxygen cvncentratvr < 2 iite ! 245.16 1 882 

51 
1,313 
1,056 

319 
16 
28 

43,467 
:oxygen concentrator 2 iite ~ 228.80 1 2.598 174.126 
/oxygen concentrator < 2 iite I 228.80 i ...~ 685 45,685 

IOxygen concentrator 2-3 lite 228.80 ! 5,920 1 3 9 1 3 -

The Medicaid payments in excess of the Medicare fee schedule amount should be 
re fu t i  ded . 

We recommend that the State of Texas 1Healtl-rand Human Services Commission: 

Refund $3 ,I8  1.5 18 (Federal share $1.969,704) to the Medicaid program for 
excessive reimbursements to providers for oxygen related DME and supplies. 

0 	 Revise the Medicaid payment limits for oxygen related DME and supplies to 
ensure that amounts do not exceed the associated limits under the Medicare fee 
schedule. 

State Agency Comments 

A State agency official stated that Texas Medicaid Program is revising the Medicaid 
payment limits for oxygen related DME and supplies to ensure that amounts do not 
exceed the associated limits under the Medicare fee schedule. 



Page 5 ~ Mr. Don A.  Gilbert 

If you have any  additional conlments or concerns, please address them to the 1111s 
Action Official showti on ttic Report Disti-ibution List. To f'xilitate identification, please 
t-efet-to Common Identification Nuiiiber A-05-02-00048 in  all correspondence related to 
this rcport. 

p 2  L 
l'aul Swanson 
Kegional Inspector General 

fol- Audit Services 



APPENDIX 



TEXAS AND HUMAN COMMISSIONHEALTH SERVICES 

July 22, 2002 

Mr. Paul Swanson 
Kegional Inspector General 

for Audit Services 
Dcpartment of Health and Human Services 
Office o f  Audit Services 
233 North Michigan Avenue 
Chicago, Illinois 60601 

RE: Common Identification Number A-05-02-00048 

Dear Mr. Swanson: 

Don A.Gilhert, M.B.A. 
COMMISSIONER 

Thank you for the copy of the draft report entitled “Audit of Medicaid Payments for Oxygcn Related 
Durable Medical Equipment and Supplies for the period January 1, 1998 through December 21, 2000. 
Your report build the Texas Medicaid Program was overcharged approximately $3,181,518 total dollars 
during the three-year audit period when oxygcn-related equipment and supplics werc reimhurscd at levels 
in excess of Medicare paymcnt limits. ‘The maximum allowable fee schedule for oxygen-related 
equipment and supplies in Texas is bascd on the Icsser of scvcral amounts including the Medicarc fee 
schedule. 

The Texas Medicaid Program is revising the Medicaid payment limits for oxygen-relatcd DME and 
supplies to ensure that amoiints do not exceed the associated limits under the Medicare fee schedule. We 
arc also willing to hcgin nrgotiz!ions on federal fsnds to be :efwidcd as a rcsult of this atidit. Please 
conlnct Linda Wertz, Deputy Commissioner for Medicaid and CHIP, at 812-424-6517 to schedule a 
conference call or meeting. 

Thank you for the opportunity to comment on this draft audit 

Sincerclv. 

DAG:kg 

c: Linda K. Wertz 

P. 0. Box 13247 Austin, Texas 78711 4900 North Lamar, Fourth Floor, Austin, Texas 78751 

L 
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